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UNIVERSAL SERVICE PROBLEM

• Goal of Low Basic Service Prices

• High Degree of Rate Averaging

• Two Sources of Historical Universal Service Subsidy

1 Explicit .\hOlll S J B

2. Implicit S6B - S I9]3
Toll!Access )00 Local
Business ]10 Residence
Urban )10 Ruml

• Telecom Act of 1996 Changed Everything
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IMPACTS OF 1996 ACT
• Prices Must Be Just, Reasonable and Affordable

• Implicit Support Must Be Replaced by Explicit Support
Specific

• Predictable
• Sufficient

• Customers in Rural and High-Cost Areas Should Have
Services (Including Access to Advanced Services) and
Prices Comparable to Those in Urban Areas

• Schools, Libraries and Rural Health Care Providers Should
Have Access to Advanced Telecommunications Services

• Ability to raise basic service prices will be limited

Ur.."'WEST

THE FCC's DECISION
• Issued May 8, 1997

• Schools and Libraries
$2.25B Fund

- Funding Based on State and Interstate Revenues

- Sliding Scale of Discounts

• Rural, Insular and High Cost Areas
- Funding 75% States! 25% Federal

- "Non-Rural" Telephone Companies
• Support = Forward-Looking Cost - Benchmark
• J4 Month Process to Select Proxy Cost Model

- "Rural" Telephone Companies

• Continue Present Mechanisms
• Transition 10 Forward~Lookjng Mechanism Beginning in 2001

U~'WEST
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KEY ISSUES

I" How big does the fund need to be?

The proxy cost models

2 To what geography should the fund be targeted?
Wire center?
Below the wire center?

.3. How should required contributions to the fund be
collected?

National fund>

Separate state and interstate funds?

4 How should implicit support be removed flom the rate
structure?

U)."WEST

THE PROXY COST MODELS
• The Contenders:

- HAl (Formerly Hatfield) Model (AT&T and Mel)

- Benchmark Cost Proxy Model (V S WEST, BellSouth and Sprint)

• The Issues:
- Customer Location

- Loop Design

Input Factors

.. Material Prices

.. Capital Cost Factors

- Objectives of the Study

Universal Service Funding
• Unbundled Network Elements (UNEs)

II)."WEST 6
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THE BOTTOM LINE - HOW DO
THE MODELS COMPARE?

Dollars· Millions

Amcritech

Bell Atlantic
Bell SOUtll
SBC

YSWEST
S.f!'jnt

....•...... ','-'-'.

BCPMl._
Default Common

5 520 5 232
5 1.047 5 481

5 1.649 5 761

5 1,466 5 771
5 1,225 5 726

5 823 5 368

$ 6,730 $ 3,339..

fla/fieldS,O

Common . Default
52025 III

$ 595 5 340
5 81.3 5 480
5 619 5 407

5 629 5 425

5 398 5 240

$ 3,256 $ 2,003..

SUM!\IARY

~In lIggregalc. widl common inpuls Ihe models produce similar results

·1l1crc arc unexplained differences between the fund distributions 10 companies

"Input datil will pl<lY no imponam role in dClcnnining u!rim..llc fund size,

PUBLIC POLICY PERSPECTIVES
UNEPRICING UNIVERSAL SERVICE

MAJOR OBJECTlVE5 MAJOR OBJECTlVF.5
Encouf3gc local market entry Specific. Prcdiclllble and Sufficient suppon

. Price al cosl (TELRIC) Affordable rural sen'icc

Keep the costs low Access to advanced sCr\!iccs

IF COSTS ARE UNDERESTlMAlED

IF COSTS ARE UNDERESTIMA1 ED
Providers will not construct fncililics to serve
higlHOSl rural areas

More competitors cmcr market (through resale) Rural rates will rise. Adverse financial impact 10 the incumbent Rural customers will not have access 10
advanced services

IF COSTS ARE OVERESTIMA TED IF COSTS ARE OVERESTIMA TED

Local entry discouraged ILEes and others will overpay to fund
Gaming of the system

UNE"riring ilia.! im·of" .. inr"nlil''',~ I/I ..rr 011 In.. I"" jid.. I/''''''''a /lIld",...I'limillitlll "rl tlJI.!']fI' /Iniwr.wl un·if'.. SUfl!'''f1 ("1m
hll"" f('l'''''' puhlie pillie." ("Im.f<"{lIrnr.." nlr f{lI/ji ..1d mlldrl 'HIS J""d/lprd f/rinwril! Jilf UNE I,rjrinli and ImllT (II IIllIf..,Jllllr

l"Ill'I,f, Thr BCI'M ill/rmf/l.\' I" ndlila lImlrr.I'/al.. ,m, III'.. r_~III/ .. !,mt'IIflI,llmHnx ell.\l.!
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WIRE CENTER BOUND,\RY

SUPPORT MUST BE TARGETED
BELOW THE WIRE CENTER

r:::::::===::-1

200 CUSTOMERS ON fARMS
SWaim!). AVEMa!! COST

•.,

r.=:==c:=------, -1lll=
FUNDING SUMMARY: =='='===::-1
• Tllt:ll CO~1 ::: SS6,nOOlmu I!(JO CUSTOMERS IN TOWN
• AverJl;c \:OSI "" S56/mn S2U1mn, AVERAG£; COST
• Ikndun:uk '" 530/11I0

RJNDING /.lASED ON WIRE CENTER AVERAGE
• SUPPlln '" SSC> - 530" S2Mincimu
FUNDING SPL,rr BETWEEN TOWN ,\NO FA!UolS
• TnlJ,11 Sllppon" SO L./"~-~
" Fatm Stlflpon ,,5200· S)O:: Sl7111linclmn
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FUNDING STRUCTURE

• The FCC May 7, 1997 Decision Requires a 75/25
Split of Funding Between the State and Federal
Jurisdictions

• 75/25 Will Threaten Affordability in Some States
- Primary Drivers:

Number of High Cost Customers

Range of Costs

Number of Low Cost Customers

10
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Funding Alternatives

1. NATIONAL FUND

National % =
National Funding Requirements

State + Interstate Revenues

2. SEPARATE STATE AND INTERSTATE FUNDS

State % ~

Interstate % ::::

75% Of Stale Funding Requirements

State Revenues

25% or Nalional Funding Requirements

Interstate Revenues

"

Non-Rural LEes 'Common Inpuls' (4 S8 Fund)

lOST UsF~~ 15125 DNATlONI\.LFUND % I

2000% Irr----------~-------_:_--~-~:_--_i

1500%t!t------------------;-------:...:..-~_i

1000~~1H-H-lHHl-----------------------'-'-.:..J
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Non-Ruml lECs FCC ·Common Inputs ($456 Fund)

JOST USF~. 75125 DNATIONAl FUND~. f

2500~ r~-------,.--~~~~~~~':.'.::'~-·_-·.,---c-:--c-·-·-,

2000% t--:-----------,---_'-'--'------'--_--,--,

1500%t--~------------.,-----------i

1000"'"1----------------,.----------.

500·,~·f_-------------------------.;

RATE REBALANCING

• Removal of implicit support presents a once-in-a­
career opportunity to rebalance rates.

• The greater the rate rebalancing freedom granted
by regulators, the smaller will be the size of the
required explicit support fund ..

• Rate rebalancing should benefit the evolution of
competition.

Uj;,'11IEST
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